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ECON429, Trimester 2 2014 
PART A 


Candidates MUST answer questions 1 to 20 
(2 marks are allocated to each question) 


Select the correct answer (or answers) for each of the following 20 questions by clearly circling the 
appropriate letters on the Answer Sheet provided on page 9. 


1. The socially optimal level of pollution occurs where... 


a. MCc = MCp 
b. Pollution is zero 
Cc. MNPB > MEC 
d. MNPB = MEC 
e. TB=TC 
Table 1 
Excludable | Nonexcludable 
Rivalrous Good 1 Good 2 
Nonrivalrous Good 3 Good 4 


2. With reference to Table 1, examples of goods of type Good 1 would include... 
Satellite television 

Flood control systems 

A BMW car 

Viewing a film in a cinema 

Commonly owned pasture 


eo Ao Ff 


3. With reference to Table 1, examples of goods of type Good 4 would include... 
Satellite television 

Flood control systems 

A BMW car 

Viewing a film in a cinema 

Commonly owned pasture 


Sao e 


4. The flood mitigation functions that a healthy wetland system provides are an example of 
what kind of economic benefit? 

Direct use value 

Indirect use value 

Option value 

Bequest value 

Existence value 


eo ABore 


5. The Coase theorem states that ... 

a. Property rights should initially be assigned to those affected by a negative externality 

b. Property rights should initially be assigned to those creating a negative externality 

c. As long as property rights are well defined and no transactions costs exist, an efficient 
allocation will result 

d. _ As long as property rights are well defined and transactions costs are high, an efficient 
allocation will result 

e. Anefficient allocation will also be equitable to all parties concerned 
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Figure I 


Marginal revenue/cost & average revenue 


d 


Fishing effort 


6. With reference to Figure 1 the economic optimum for an open-access fishery occurs at 
which level of fishing effort? 


eBo gs 
oad eT ® 


7. With reference to Figure 1 the open access equilibrium occurs at which level of fishing 
effort? 


pao oe 
oad et ® 


8. Which of the following are examples of non-point source pollutants? 
Emissions from a waste water treatment plant 

Emissions from the chimney stack of a coal fired power station 
Emissions from a car exhaust (tailpipe) 

Nutrient runoff from agriculture 

None of the above 


eaore 


9. The demand curve for a public good is obtained by vertically summing the demand curves 
of individuals because... 

Of non-rivalry 

Public goods usually have zero marginal costs 

Of non-exclusivity 

Their open-access nature 

This is how aggregate demand curves are obtained for all goods 


eae 


2 


10. 


At. 


12. 


13. 


14. 


15. 
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Quasi-option values are... 


a. 


b. 


The values that humans place on the benefits of holding options open for possible future 
direct use 

The values that humans place on the benefits of holding options open for possible direct 
use by future generations 

The values that humans place on the benefits of information gained by delaying an 
irreversible decision to develop a natural environment 

The values that humans place on the benefits of holding options open for possible direct 
use by other people 

The values that humans place on the benefits of knowing that a resource continues to exist 
even if they make no direct use of it 


The optimal level of pollution abatement across two firms is... 


a. 
b. 


A mandated reduction of equal quantities by each firm 

A reduction of emission levels by each firm to the point where marginal control costs are 
equalised across firms 

A reduction of emissions levels by each firm to the point where emission levels are equal 
A reduction of emission levels by each firm to the point where marginal damage costs are 
equalised across firms 

None of the above 


Which of the following is not a component of total economic value? 


eae oE 


Direct non-use value 
Existence value 
Indirect use value 
Option value 
Bequest value 


The main disadvantage of an emissions tax is that... 


ope oD 


Firms lack the flexibility to pursue different technologies 

Firms do not have an incentive to reduce pollution 

Firms cannot behave in an economically-efficient manner 

The total pollution reduction from an emissions tax cannot be known for sure 
The policy tool fails to take into account differences amongst firms 


An economist estimates the cost of an environmental nuisance caused by unpleasant odour 
emitted from a waste water treatment plant by calculating the effect this has on the price 
of houses located close to the plant. This is an example of what type of economic valuation? 


emo oD 


Hedonic pricing 

Production function valuation 
Contingent valuation 

Travel cost method 

Choice experiments 


Hotelling’s rule states that ... 


eAaore 


The net price of a resource is constant 

The net price of a resource rises at a rate equal to the interest rate 

The net price of a resource declines at a rate equal to the interest rate 

The price of a resource depends on the allocation of property rights 

The price of a resource is efficient as long as all user costs are internalised 
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16. 


17. 


18. 


19. 


20. 
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A preference for either taxes or emissions trading schemes to regulate pollution is 
dependent on the relative shape of what two curves? 


eae sE 


Total cost of damage curve and total cost of control curve 

Marginal revenue of control curve and marginal cost of damage curve 
Marginal cost of control curve and marginal cost of damage curve 

Marginal benefit of pollution curve and marginal revenue of pollution curve 
Marginal utility of pollution curve and marginal cost of regulation 


Strong sustainability is best defined in economic terms as? 


Se aere 


Perfect substitutability between natural and man-made capital 
Imperfect substitutability between natural and man-made capital 
Imperfect complementarity between natural and man-made capital 
No substitutability between natural and man-made capital 

Perfect complementarity between natural and man-made capital 


Once a polluting firm attains a regulatory standard, there is... 


a oe 


Underproduction and too low a price to buyers 

Profit to be made by enhancing environmental quality even further 
Little incentive for the firm to adopt an even cleaner technology 
An efficient market equilibrium 

A maximisation of social welfare 


If producing a good generates a positive externality, from a social perspective... 


eae re 


The price of the good will be too low and the quantity produced will be too low 
The price of the good will be too low and the quantity produced will be too high 
The price of the good will be too high and the quantity produced will be too low 
The price of the good will be too high and the quantity produced will be too high 
The price of the good will be too low but the quantity produced will be correct 


For an atmospheric stock pollutant, which has adverse effects at a global level, which 
regulatory approach (or approaches) is/are likely to be most effective for ameliorating 
these effects? 


eae oD 


Emissions standards 
Tradable permits 
Pollution taxes 

Deposit refund schemes 
Ecolabeling 
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PART B 


Candidates MUST answer ANY TWO (2) of the SIX (6) questions in the Answer Books provided 


(20 marks are allocated to each question) 


Question 21 
(i) Explain Hotelling’s rule. (7 marks) 
(ii) What are the consequences of this rule for the extraction rate of non-renewable resources 
as discount rates increase? (6 marks) 
(iii) How closely have changes in the prices of non-renewable resources over time conformed 
to the predictions of Hotelling’s rule? (7 marks) 
Question 22 


During the winter Armidale suffers from atmospheric pollution caused by smoke from domestic 
heating. Armidale Dumaresq Council is considering introducing a policy tool in order to reduce levels 
of smoke pollution. They are evaluating two policy tools which both involve the monitoring and 
measurement of smoke particulates from each chimney within the Council’s jurisdiction (imagine that 
this could be done reasonably cheaply): 


e a tax on smoke emissions: householders will be charged per kilogram of smoke particulates 
emitted 

e a standard which limits the concentration of particulates emitted by each household over each 24 
hour period. Any householders emitting more than the standard will be fined for each breach. 


(i) Compare and contrast these two policy measures (particularly with respect to the 
economic efficiency of each). (7 marks) 
(ii) Which do you think would be most effective in reducing smoke emissions and explain 
why? (6 marks) 
(iii) Suggest alternative policy measures which could be used in this situation and assess their 
suitability as compared to the tax and standard. (7 marks) 
Question 23 


Why are ocean fisheries frequently overexploited? Answer this question by: 


(i) 


(ii) 


a. describing the particular characteristics of the good and their implications (6 marks) 
and; 

b. _ by explaining the economic rationale underlying the decisions that fishermen make 
in exploiting these fisheries (using a diagram to illustrate your answer) (7 marks) 


use economic analysis to explain how a particular policy tool could be used to prevent 
overexploitation. (7 marks) 
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Question 24 


Consider an air pollution externality that arises from the operation of a coal-fired foundry that is 
located next to a laundry. The smoke from the foundry adversely affects the operation of the laundry 
as it increases the costs of cleaning clothing. This increase in laundry costs can be reduced by 
restricting the number of hours the foundry operates — which is currently 24 hours a day. Using the 
Coase Theorem: 


(i) Draw and fully explain a diagram that illustrates how the efficient resolution of the 
conflict between the foundry and laundry can be achieved. (10 marks) 

(ii) Describe the limitations of the Coase theorem which mean that such bargaining solutions 
might be difficult to achieve in the real world. (10 marks) 

Question 25 

(i) Explain, using examples, the difference between ‘stated’ and ‘revealed’ preference 
techniques for valuation of environmental goods. (5 marks) 

(ii) What implications do these differences have for the types of economic values that these 
techniques can elicit and on the types of environmental goods they can value? (5 marks) 

(iii) Which valuation techniques would be most appropriate to use for the following 
environmental goods, and why? 

a) preservation of blue whales; 
b) — emissions from a waste incinerator; 
c) anunrestricted view of Sydney Harbour. (6 marks) 

(iv) With reference to option a) in part (111) of this question briefly discuss the proposition that 
valuation of blue whales is not possible using techniques which evaluate conventional 
consumer preferences. (4 marks) 

Question 26 
Consider a number of factories producing the same good that emit a pollutant called crud into a 
nearby lake. 

(i) Explain how an economist would determine the socially optimal level of crud emissions. 


(ii1) 


Use a diagram to illustrate your answer. (7 marks) 


A local environmentalist claims that “the only good pollution is no pollution”. Using your 
diagram from part (i) explain why zero pollution is unlikely to be “good” from society’s 
perspective. (5 marks) 


The State government wishes to reduce levels of crud emissions. Argue the case for 
introduction of an emissions trading scheme. (8 marks) 


This page 1s 
deliberately 
blank. 


Name: 


Student Number: 


ECON429, Trimester 2 2014 


PART A —- MUTIPLE CHOICE ANSWER SHEET 


This sheet is to be detached and handed in with your answer booklets at the end of the examination. 


Please CIRCLE clearly the correct answer (or answers) 


Question 
1. eae 
2 eae 
a, eae 
4. eae 
5. eae 
6. eae 
dy eae 
8. eae 
9. eae 
10. eae 
11. eae 
12, eae 
LS. eae 
14. eae 
1S. eae 
16. eae 
We eae 
18. eae 
19. eae 
20. eae 
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